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KEY ECONOMIC INDICATORS 
(Values in million US$, based on current prices, 
unless otherwise specified) 


3/ 


Income, Production, Jan-Jun— 


Employment 19761/ 


1976-19774/ 1977-782/ 


ov 1978 % Change % Change 


1977— 
GNP in current prices 5,831.0 6,879;0 - 9.7 
GDP in constant 1968 prices 3, 5bece 3,834.5 2,082.5 7.8 
Per capita GNP in current 

prices 2,559.6 2,805.4 
Plant & Equipment Investment 986.9 983.7 
Avg. Index of Industrial Prod. 

2nd Quarter (1974 = 100) 107.0 120.8 
Avg. Index of Industrial Wages 

(July 1972 = 100) 154 163 
Labor Force (in thousands) 885 919 
Avg. Unemployment (%) 4.5 339 


Money & Prices 


Money Supply (M1) 1,632.6 1, 82322 
Prime Interest Rate 6.78 Js0L 
Avg. Consumer Price Index 

(Nov 1972 = 100) 144.9 149.5 
Avg. Wholesale Price Index 

(1974 = 100) 10552 109.9 
Avg. GDP Deflator (1968 = 100) 158.6 161.5 


Balance of Trade & International Payments 


Exports of Manufactured Goods 4,749.2 5,884.7 3733062 
U.S. Share 73068 1,000.5 579.0 
Total exports f.o.b. 

(excl. Indonesia) 6,639.1 8,301.8 4,621.6 
U.S. Share 976.9 1,289.6 742.3 
Imports of Manufactured Goods 5,739.7 6,700.9 3,896.7 
U.S. Share 1,336.4 L,2sle2 g13.3 
Total Imports c.i.f. 

(excl. Indonesia) 9,144.7 10,546.2 5,947.4 
U.S. Share 1,208.4 L5333s0 760.3 
Balance of Trade -2,505.6 -2,244.5 -1,325.8 
Balance of Payments 301.0 296.4 - 
Foreign Exchange & Gold 5/ 

Reserves 3¢372<0 3,128.0 4,088.4— 
External Public Debt 269.3 404.1 - 


Main Imports from U.S. for Jan-June, 1978 (Million US$): 


Electric machinery (242.8); Industrial machinery (194.5); Transport equipment (80.6); 
Scientific instruments (21.2); Chemical compounds (19.3); Metal products (18.3); 
Plastic materials (15.1). 


Exchange rate: S$2.45 = USS$1 

Exchange rate: S$2.42 - USS$1 

Exchange rate: S$2.33 - USS$1 

% change calculated on S$ value (financial figures only) 

As at end, April 1978 

% change based on April's statistics 

Except where noted, figures are % change in S$ between Jan-Jun 1977 
and Jan-Jun 1978 





SUMMARY 


The first half of 1978 proved to be more of the recent good economic news for 
Singapore; Prime Minister Lee Kuan Yew commented in early August that the out- 
look for the next few years is "more than fair." The figures more than bear 
him out. 


All the major sectors of the economy showed gains; despite unsettled world 
economic conditions, this nation seems likely to continue its steady 6 to 8 
percent real growth rate for the next few years, although the explosive 
growth rates of several years ago are probably gone forever. 


For American traders, the decline of the U.S. dollar presents opportunities 
for sales which would have gone almost automatically to the Japanese a year 
ago. For investors, Singapore is attractive and was recently rated by a 
major consulting firm, Business International, as having the world's best 
investment climate. 


CURRENT ECONOMIC CONDITIONS AND TRENDS 
The Economic and Political Context 


The well-oiled machine that is the Singapore economy continued to tick along 
nicely in the first half of 1978. Gross Domestic Product (GDP) advanced at 
an 8.1 percent annual rate in real terms. Inflation (as measured by the Con- 
sumer Price Index) increased somewhat, running at an annual rate of 5.3 per- 
cent, but that figure is still well below the average for the developed 
Western economies and other countries of the region. 


The U.S. dollar has stabilized somewhat at about S$2.245 (interbank rate) 

in September 1978. It is generally thought that the Monetary Authority of 
Singapore (MAS) has been intervening to prevent too marked an appreciation 
of the Singapore dollar, which would threaten the country's exports to the 
United States. Given the small economy here, however, speculative pressures 
are containable and the MAS intervention need not be on any massive scale. 


Politically, the nation remains steady as it continues to work its economic 
wonders. Prime Minister Lee Kuan Yew has commented recently on the season- 
ing and winnowing process by which the country's next generation of leaders 
will be selected. There is no reason to doubt that a suitable successor 
will emerge in the decade or more remaining to the present generation of 
leaders; there is even less doubt that a successor government will continue 
the pragmatic blend of socialism and free enterprise that has given the 
country its enviable economic position. 


The Singapore Economy 


--Manufacturing. The manufacturing sector in Singapore continued its 
strong growth in the first half of 1978, posting a 10.1 percent real increase 
over the first half of 1977. Among major sectors, this growth was second 
only to that of the transport, storage and communications area. Foremost 





in the growth of manufacturing activity were the electronics, electrical 
machinery, and shipbuilding and repair industries. An estimated 9,000 
new manufacturing jobs were created during the six months. 


The electrical and electronics industry continued its strong growth de- 
spite a nagging labor shortage. Almost all major companies here foresee 
continuing high demand and a trend to automation to alleviate the need 
for hiring more scarce production workers. 


The petroleum industry continues reasonably robust; it is Singapore's 
major manufacturing industry and this country is the world's third- 
largest refining center. Industry sources say capacity utilization 

rose to about 65 percent in the first quarter but has fallen off since 
then. There are problems with falling prices and imbalances of ‘demand 
for products, but such concerns are not so serious that refiners are 
pessimistic about the near future. Several major oil companies have re~ 
cently announced expansions or new facilities, and planning for the $800 
million petrochemical complex continues. This Japanese-sponsored project, 
with the Singapore government as a-partner, is scheduled to begin produc- 
tion in 1982 despite concern about future demand levels for the complex's 
output. 


The shipbuilding and ship repair industry continues in the doldrums; oil 
rig construction is the only flourishing area. The global overcapacity 
problem continues to plague the industry, and local yards have resorted 
to deep discounts and special offers to keep their employees busy. Some 
yards have been able to take advantage of the upturn in oil exploration 
by diversifying into rig building and refurbishing, but others say they 


will run out of work by year's end if no new contracts are landed. Rig 
builders are prospering, though, and they contributed strongly to the 
overall increase in manufactuiing activity during the period. 


Textile and garment manufacturers increased their exports to traditional 
markets in the first quarter of the year; sales to the United States were 
up sharply, mainly because the uncertainty over quotas was ended with the 
negotiation of a four-year U.S.-Singapore bilateral textile agreement in 
February 1978. This trend has been reversed in the second quarter, however, 
and 1978 looks more and more like a dull year for the industry. 


INDEX OF INDUSTRIAL PRODUCTION 
(1974 = 100) 


Selected 1977 (Quarter) 1978 (Quarter) 
Industries (Weights) z It III IV I at 


Food (42) ited) Beda2 126.3. 126.3 
Textiles (24) 121.6 97.0 116.3 195.5 
Clothing (22) 92.8 82.4 97.3. 105.5 
Wood Processing (28) 95.0 99.0 91.4 205.3 
Printing & Publishing (34) sag 4k SEI $26.7 “232.9 
Chemicals (33) 137.4 148.3 163.4. 263.0 
Petroleum Refining (245) 108.5 97.4 9052) 102.5 
Iron & Steel (28) igice2 A2i65 118.4 146.6 
Machinery & Equipment (76) 119.4 149.7 155.4 144.4 
Electronics (142) 174.9 183.3 169.1 205.9 
Transport Equipment (152) 108.4 112.6 114.9 123.4 

ALL (1000) $20.8 122432 121.5 i32.4 





--Financial. Singapore's Consumer Price Index has been rising at 
an annual rate of 5.3 percent, substantially above the 3.2 percent infla- 
tion rate in 1977. The money supply (M1) in July 1978 was $1.9 billion, 
up 10.7 percent over the figure one year ago. As of June 30, 1978, foreign 
exchange and gold reserves stood at just over $4 billion, also up 10.7 per- 
cent. External public debt remained very small in comparison to GDP, and 
this country is considered a prime borrower by international bankers. 


The government does not need to tap international money markets frequently, 
however. The Central Provident Fund (rough equivalent of the Social Se- 
curity System) and Post Office Savings Bank provide large amounts of capi- 
tal which can be directed into government projects; the large majority of 
infrastructure projects are internally financed. 


Qn June 1, 1978, the Singapore Government removed the final vestiges of 
exchange controls in the country. Although the few controls in place 
before June 1 were not onerous, the full freedom regime should have a 
psychological impact in this country's ongoing competition with Hong Kong 
for regional financial dominance. Hong Kong's recently implemented tax 

on offshore banking transactions also increases Singapore's attractiveness 
to bankers, but no one expects recent developments to alter the fundamental 
balance between the two financial centers, which complement as well as com- 
pete with each other. 


Singapore's new market in U.S. dollar certificates of deposit is going rea- 
sonably well, although premiums to investors are still higher than in New 
York or London. Observers expect this situation to change eventually as 
the market matures. 


Reflecting generally cheery regional economic forecasts and responding to 
March 1978 changes in tax laws, the Singapore Stock Exchange (SES) has 
perked up sharply, with one index rising to record heights before govern- 
ment and SES threats to impose controls on speculation dampened the gam- 
blers' ardor somewhat. On September 9, 1978, the SES did impose a 20 per- 
cent margin payment requirement on all transactions not for immediate 
settlement; the market responded by falling sharply for three consecutive 
days. Although it regained some of that lost ground, there were subsequent 
dramatic plunges on daily trading. Some observers point out that the 
Singapore Exchange is vulnerable to dramatic swings (despite 1977's dull 
market) because of the relatively small pool of available shares compared 
to the large pool of liquid funds available to investors and speculators. 


This revived activity on the SES has given a fillip to merchant banks here. 
Bankers expect the lively market to stimulate more corporate financial 
activity; some bankers expect this year to be their best since the 1974-75 
recession. 


The prime interest rate has been edging upward recently, but is still far be- 
low the U.S. guiding rate. Most major banks in Singapore are now charging 7 or 
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7 1/4 percent to their best customers, with a few at 7 1/2 percent. This 
wide range of prime rates reflects the differing abilities of banks to 
attract local funds for lending. The major local banks, with large de- 
posit bases, are generally at the low end of the spread, while foreign 
banks are forced to the interbank market more frequently to tap funds. 
The August 19, 1978 average rate for three-month interbank loans was 

6.44 percent. 


--Tourism. Tourists provide a major stimulus to Singapore's econo- 
my. An estimated 854,000 visitors arrived in Singapore in the first half 
of 1978, each staying an average of 3 1/2 days. After recovering from a 
period of heavy building of hotel rooms several years ago, Singapore has 
recently been faced with the "problem" of high occupancy rates and spot 
shortages of rooms. The situation seems likely to change again soon, as 
several major expansions and new hotels are under construction. 


--Investment. Foreign investment commitments rose dramatically in 
the first half of 1978, but a large part of the total figure was the first 
infusion of capital into a petrochemical complex project announced last year 
and scheduled to commence operations in 1982. $142 million of the $227.5 
million in foreign investment commitments is accounted for by this project. 


There has been an upturn in domestic investment interest for the first time 
in several years. Economic Development Board officials say this local money 
is being invested mainly in support industries which will provide interme- 
diate products for use by the large manufacturing companies here. This 
broadening of the Singapore manufacturing base is most welcome to economic 
planners, indicating a trend toward more local content in manufactured goods. 


GROSS MANUFACTURING INVESTMENT COMMITMENTS 
(Million USS) 





YEAR FOREIGN LOCAL TOTAL 


1974 294.4 60.6 355.0 
L973 111.8 55. 167.4 
1976 120.4 Ze 148.6 
1977 161.4 16. L78.2 
lst Half 100.2 Ds 105.9 
2nd Half 61.2 ai. l2e3 
1978 

lst Half 224.9 2. 240.3 


1 
1/ exchange Rate: Singapore $ per USS$1. 


--Shipping. Seaborne cargo handled by the Port of Singapore Authority 
(PSA) was up almost 11 percent over 1977 levels in the first half, but some 
local shipping firms are complaining about declining traffic and intense 
competition for cargo. On the other hand, regional shippers have been 
battling the Far East Freight Conference (the conference dominating 
Singapore-Europe shipping ) over increases in freight rates. The Soviet 
Union has reportedly captured a large share of the shipping business by 
undercutting conference rates. 








An ASEAN shipping cartel has been considered for some years; such a con- 
ference would, its promoters contend, "free ASEAN shippers from the strangle- 
hold of foreign-dominated shipping cartels." There is considerable doubt 
about the feasibility of such a cartel, given the relatively small fleets 
controlled by ASEAN countries. 


Despite the problems, Singapore is the dominant regional port and should 
remain so for some time. At present, about a third of total cargo handled 
at the port is containerized, and PSA officials say the percentage will be 
60-65 percent within 15 years. Efficient and modern facilities are the 
attraction here, and large cargoes can be broken down easily for transship- 
ment to smaller regional ports. 


--Foreign Trade. Fears of protectionism in Singapore's largest ex- 
port destinations has caused the government to emphasize the search for 
new trading partners; the huge trade deficits with Saudi Arabia and Iran 
have drawn further attention to exporting to the Middle East. There has, 
however, been no breakthrough in exports to those markets, and a fair 
amount of criticism has been levelled at "lazy" exporters who, critics 
contend, prefer to deal with established customers in developed markets 
rather than exert the necessary effort to penetrate new markets. 


In reality, though, these fears of protectionism in the West are not sup- 
ported by many concrete examples of injury to Singapore's interests; the 
most serious problems this country faces are in its own region. Malaysia, 
for example, has moved to hinder the movement of goods between peninsular 
and insular Malaysia through Singapore by treating Malayan goods trans- 
shipped through Singapore port as imports for customs purposes. Indonesia 
has attempted to clamp down on the euphemistically-named "barter trade" 
between the two countries, and Singapore participants in last spring's 
ASEAN Trade Fair in Manila complained vociferously about high Philippine 
tariffs and other barriers to Singapore exports. Australia has raised 
some tariffs and tightened some quotas recently, but Prime Minister Lee 
shrugs off the Australian attitude as unimportant (Singapore's trade 

with Australia is only about 3 percent of its total trade) and points 

out that Australia is only hurting herself by discouraging trade with 

her nearest--and potentially most important--neighbors. 


ASEAN, the Association of Southeast Asian Nations, is a potentially posi- 
tive factor in foreign trade. The five-nation group has agreed to a 
systematic tariff-reducing exercise which has already begun. The tariff 
cuts so far, however, are small and apply to items which do not loom 
large in the five nations' trade figures. There is not yet the neces- 
sary consensus among the five to deepen and broaden the ASEAN preferences 
rapidly, but Singapore has hopes that these preferences will eventually 
result in significant trade liberalization and concomitant increases in 
trade volume. 


Singapore's largest trading partners are, as in the past few years, 
Japan, the United States and Malaysia. The United States is the 





country's best customer, taking just over 16 percent of Singapore's total 
exports in the first half of 1978. Japan is by far the largest source 

of Singapore's imports, accounting for over 20 percent of the total. Be- 
cause the slowdown in exports this year was not matched on the import 
side, the traditional balance of trade deficit widened. Although mid- 
year figures are not available, it is probably safe to say that tourism 
and capital inflows kept the overall balance of payments comfortably 

in the black. 


--Labor. We estimate Singapore's labor force at 934,000 persons 

at mid-year 1978, of whom almost 904,000 are employed. The unemployment 
rate fluctuates between 3.5 and 4.5 percent; for all practical purposes, 
there is full employment. The government estimates that 24,000 jobs were 
created in the first half, about equally divided among manufacturing, com- 
merce, and other service sectors. Arbitrarily assuming that half of this 
year's 30,000 new labor force entrants were available in the first half, 
there would seem to be further pressure on an already tight labor situation. 


The government is attempting to alleviate labor shortages, especially 
noticeable in the electronics industry, by allowing the entrance of more 
workers from neighboring countries. In addition, government officials 
expect that many manufacturers will turn to more automated producticn 
techniques in order to overcome staff shortages. More automation also 
contributes to government efforts to raise productivity and increase the 
value-added per worker. 


Labor relations continue tranquil in Singapore; there is basic agreement 
among management, government and labor that national development is the 
first priority and that labor strife or wage increases that outstrip gains 
in productivity are damaging to this effort. 


Wage guidelines are set by a tripartite National Wages Council (NWC), which 
issues yearly recommendations generally adhered to throughout the economy. 
For this year, the NWC recommendation was for a 6 percent pay raise plus 

a flat S$12 per month after deducting any merit or step increases given 
during the past year. This "offsetting" reduces the average percentage 
increase to around one or two percent, but the flat raise will probably 
have a more serious effect on marginal operations, such as some of the 
smaller garment manufacturers. There is little sympathy for such troubled 
firms in government circles, however, and the general feeling is that 
labor now being employed there would be better used in other, labor-short 
sectors. 


IMPLICATIONS FOR THE UNITED STATES 


Outlook for 1978-79 


Singapore's economy should continue to perform well during the coming year. 
The consensus economic forecast calls for 6-8 percent real growth in each 
of the next several years, and there seems to be no internal reason why 





that target should not be met. Singapore's economy is small and vulner- 
able to outside influences, however, so any projection of Singapore's 
economic health must be hedged with assumptions about the state of the 
global economy. This is not to say that a moderate downturn abroad would 
be fatal; the recession of 1974-75 did no major damage to Singapore and 
the economy is in better shape today to ride out economic hard times. 


As neighboring countries proceed with development of their roads, ports 
and other infrastructure projects, Singapore may become less important 

as an entrepot port for the region. Even this is not a foregone con- 
clusion, however, since the country is keeping several jumps ahead of 

its neighbors in fields such as communications, container handling facili- 
ties and banking prowess. 


--Trade. In the short and medium term, it is obvious that Singapore 
will continue to be a focal point of regional trade, and U.S. firms inter- 
ested in exporting to the region should give serious thought to establishing 
a presence here, either directly or through an agent. Local trading firms 
have well-developed contacts throughout the region, and can be of immense 
help in penetrating regional markets for U.S. manufacturers. For export 
operations on a large scale, Singapore is a good choice for a regional 
base, with good transport and communications facilities and the choice 
of life-styles ranging from modest to opulent. 


Recent declines in the value of the U.S. dollar have made American ex- 
ports much more competitive in this market, and the rise of the Japanese 
yen has had the opposite effect on our major competitor. We would strongly 
recommend that U.S. firms consider moving quickly to exploit these finan- 
cial readjustments. The difference between Singapore and U.S. inflation 
rates will tend to reduce the advantage over time, so benefits will go 
primarily to U.S. firms that have established trade links before these 
inflation effects are in full swing. Good opportunities exist for sales 
of capital goods and industrial machinery, communications and computing 
equipment, security and safety items, medical supplies and equipment and 
oil field supplies. Quality U.S. consumer goods are popular in the small, 
but affluent, local market which has a sizeable community of expatriates 
as well as about two million tourists per year. 


The U.S. International Marketing Center in Singapore stages several ex- 
hibitions of U.S.-manufactured goods each year and is available for 

use by companies wishing to mount a display of their individual wares. 
More information on the IMC is available from the U.S. Department of 
Commerce Field offices in major cities of the United States. 


--Investment. Japanese investment should continue to rise sharply 
in Singapore as the high value of the yen makes domestic Japanese manu- 
factured goods less competitive and lowers the yen cost of foreign pro- 
duction. New U.S. investment commitments also continue, and many U.S. firms 
are planning expansion of projects here. The Singapore government has an 
attractive range of inducements for investors it desires to attract--the 





most desirable industries being higher-technology processes or plants 
manufacturing goods which complement existing products. Although labor 
costs are higher than those of some of Singapore's neighbors and there 
are labor shortages in some areas, a pool of trained, skilled, English- 
speaking manpower is available and the infrastructure to support almost 
any type of light or medium industry is in place. The country's develop- 
ment plans call for almost no heavy or land-intensive industry because of 
pollution problems and limited space in this nation about one-sixth the 
area of Rhode Island. 


ASEAN and the United States 


The Association of Southeast Asian Nations (ASEAN) and the United States 
held their second formal consultations in Washington in August 1978. The 
five ASEAN nations (Singapore, Thailand, Malaysia, Indonesia and the 
Philippines) received American pledges to provide development assistance, 
to reach early agreement on a common fund to stabilize some commodity 
prices, and to consult with the group on matters affecting its interests. 


The United States supports the aims of the Association, and American 
businesses interested in Southeast Asia should consider the implications 
of ASEAN's goal of increased regional economic cooperation and possibly 
an eventual EEC-style common market when making their long-range plans. 
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